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What Does Devaluation Mean 


Economically and Politically? 
kK 


Mr. Suarp: What does the recent British devaluation of the pound 
mean, economically and politically? What is the future for Britain now? © 
To analyze the British situation, we present first a discussion in London 
by four Englishmen, and then a critical commentary by an American 
economist. To introduce the British discussion, we now present Mr. 
Nicolson. . 


Mr. Nicotson: Here we are, four British citizens around a table. 
We are going to discuss the effect of devaluation—whether we regard 
devaluation as a symptom of a new movement or whether we regard it 
as the register of an old movement. We have here three people each 
experts in their various ways, and we are going to discuss the problem 
of where Britain goes from now. 

You see, the sort of problem puzzling the British public now is: 
Which way have we got to go? Have we got to go more to America? 
‘Have we got to try to unify Europe and make a great bloc there, or have 
we got to rely upon our own dominions and colonies? Those three alter- 
natives are the sort of alternatives which are worrying the British pub- 
lic today. 


Mr. Mackay: I want to put another question, too. Why is it that 
America has become so enormously prosperous and strong? Why is she 
playing such a big part in the world today? Why is that? 


Mr. Hutton: I could give you a very short answer. America is so 
prosperous and strong because she is extremely productive and efficient. 
It is because the Americans have so much horsepower, so many resources, 
so much “capital equipment,” if you like, per worker, that their produc- 
tivity per worker is so much higher than everybody else’s. They can 
produce so many goods so much cheaper than other people that it is 
extremely difficult to sell your products there unless you are going to give 

‘the Americans equal value—in other words, unless you are going to be 
as efficient as they are. 


a 


a Te 


2 THE UNIVERSITY OF CHICAGO ROUND TABLE 


Mr. Mackay: But does the efficiency_come from the large area which 
they have and the big market they have? What does it come from? 


Mr. Hurron: Yes, yes, very much so. It is obviously a very good thing | 
to have a very large area with one currency unit, with no internal 
tariffs—at least very few Americans think that there are internal tariffs. 
(It is true that Florida does not like California fruit, and so on and so | 
forth, but there are no real tariffs that amount to any obstacles.) And, 
above all, they have one unitary economic and legal system. 


Mr. Nicotson: You see, Hutton, there is something which puzzles | 
me, merely as an outside observer, not an economist. Here is the United } 
States, which has built up her prosperity entirely upon a huge tariff 
wall—if you like to call it that, but you might call it a huge economic | 
unity. Now, why do they object to other people doing the same? What | 
do you say to that, Amery? 


Mr. Amery: Well, I think that it is a simple error in logic—the - 
assumption that a unit is a unit regardless of its size. But if I might — 
follow Mackay’s point, is it not that Britain was an economy, surplus in — 
some directions and always deficient in others, and therefore dependent 
upon world trade? Instead of this, the United States has developed inter- 
nally over an area whose resources are so varied that it is an area of all- 
round surplus efficiency and overflows upon the rest of the world. 
Is there, in the long run, any remedy for that except the creation of com- 
parable areas, also self-sufficient ? 


Mr. Nicorson: That gives me an opening for getting on to Mackay, 
and we will finish this in the end. You say “comparable areas”—what — 
comparable areas? Mackay, what about Europe? 


Mr. Mackay: This brings me right to the point I want to make. I 
think that a comparable area is Europe. I asked Hutton the question 
about American prosperity because I wanted to get the background to 
this. America has enormous resources, and she is as large as Europe is. 


Mr. Nicorson: When you say Europe, do you mean the European 
countries with their colonies? 


Mr. Mackay: I include Europe with dominions and colonies. I bring 
the whole of those in, and it makes it all the bigger. But the interesting 
thing is that Europe is divided into twenty or thirty different countries 
with different currencies and different barriers. If Detroit had the bar- 
riers round it that Belgium and Switzerland have, there would be grass 
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srowing in the streets of Detroit, and the people would be living a stand- 
rd of living similar to the Europeans. But America has this large area 
or trade. 

When we look at Europe, and when we look at Britain—I am not 

ing to touch on the Commonwealth, because Amery knows so much 
‘ about that than I do—we see that Britain is a country which has 
pent all her time and made her prosperity from exporting manufactures. 
[see also that the trade in manufactures in the world has been going 
jown for the last twenty years. I look at America and find a great pros- 
yerous country because of the big area and the resources and their de- 
velopment. So naturally I say: What would be the effect for Britain and 
he other European countries if they had a common currency and no 
arriers to trade at all? I do not not mean a convertible currency but a 
2ew one—call it anything you like, a Europa or a ducat or something, 
1 new currency—like the dollar in the United States. What would that 
mean to the people in France and the people in Switzerland and the 
deople in Sweden and the people in Britain? I see nothing but good. 


Mr. Amery: Our conception of what Britain’s part must be must de- 
dend in large measure upon what our conception is of the British Com- 
monwealth and of its structure. I believe that, in this Commonwealth 
coward which we have been evolving, we are tentatively discovering a 
new method of organization more adapted than federation can be to the 
condition of creating unity between separate sovereign nations. I do not . 
believe that one can ever federate the British Commonwealth. Nor do I 
really believe that one can ever create a federation of the American 
model in Europe. Therefore, we must find a compromise way. I believe 
that in the Commonwealth we are finding it: the way of effective 
cooperation over every aspect of national life—defense, culture, not 
least, economics—without surrender of any particular aspect of indi- 
vidual sovereignty. I believe that one can attain by such a method very 
much the same economic result as the United States has attained by 
complete internal free trade. This can be done if there is a sufficient 
measure of insulation against the outside world or priority or preference 
for trade between the different units as will stimulate mutual trade 
within the group rather than promiscuous trade with the outside world. 
[ attach much more importance to the principle of priority of preference 
within a group than to complete free trade within a group. I am not sure 
that the United States would not have developed quite as well if it had 
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been four or five main units substantially preferring each other’s trade to, 
the trade of the outside world. 


Mr. Nicotson: Each with its own tariff policies, you mean, as regards 
the outside world? 


Mr. Amery: Yes. Or, let us say, with a double tariff policy—a certain’ 
independence of tariff policy toward its neighbors within the United: 
States, but a more definite tariff policy against the outside world. This is 
really what has been meant by preference within the British Common- 
wealth. That is to say, in the economic field, we consider that we have a’ 
special duty of cooperation and of encouragement in mutual production: 
as among ourselves, without detriment to our each severally doing such 
business with the outside world as suits us. I believe that something of 
the same sort will be found necessary in Europe—at any rate as an inter- 
mediate stage even if, in the geographical condition of Europe, complete 
federation might become possible some day. 


Mr. Mackay: That is very interesting. 


Mr. Nicorson: We are beginning to get, I think, ideas about the 
conclusions which we might possibly come to. You, Hutton, have indi- 
cated to us the immensely complex situation in the United States. It is a 
situation which, if I am not wrong, is not merely an economic and polit- 
ical difference but a psychological one. It is psychological in the sense 
that the United States people, who are dominant and sovereign, do not 
quite understand what they are expected to do; and we do not under. 
stand over here in Europe—not merely in Britain—what we expect from 
them, or what we are prepared to do. For instance, I saw an item in the 
Wall Street Journal the other day suggesting a “financial union between 
the pound and the dollar.” What on earth does that mean? It seems tc 
me absolute nonsense. And therefore we are rather in a haze. But /nov 
Mackay, fresh from Strasbourg, comes along. I agree with him, havins 
watched the events at Strasbourg—from a distance, but very carefully— 
that it was an astonishing development in European cooperation anc 
union and really a most hopeful thing.* 

I think that, in conclusion, we ought to concentrate upon that. Ou 
question is: What road for Britain? It does not lie wholly with th 


1 The Assembly of the Council of Europe held its first meeting in Strasbourg, Franc 
in August, 1949. Created by the Charter of the Council of Europe signed on May 5, 194! 
the Assembly is a parliamentary body with proportional representation of the memb« 
countries. 
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Jnited States. Of course, we are dependent upon the Americans, and, my 
yoodness, we are grateful to them, and they have helped us. But we 
nust—considering questions of pride and questions of decency—we 
nust stand on our own feet. How are we to do it? By union with 
Surope? To a certain extent. By development of union with the Com- 
nonwealth and empire? To a certain extent. Therefore, it is not one road 
jut three we must follow. 


Mr. Hurron: To a certain extent, it seems to me that Mackay, with 
lis perfectly understandable—and I think mainly feasible—proposition of 
cconomic and political union between Britain and Western Europe, has 
omething in common with Amery, with his proposal, shall we say, of a 
yreferential arrangement for the big economic union of the Common- 
wealth and the sterling area first, with a friendly good-neighbor rela- 
ionship with the continent of Europe. 


Mr. Amery: Also an interlocking arrangement, as long as Europe is 
1ot actually federated. 


Mr. Hurron: Yes, that is what I mean—in the transitional period 
sefore Europe is federated there is this interlocking arrangement. Now, 
90th of these proposals actually come down to dependence still upon at 
east the good will of the United States. The great difficulty to me seems 
o be—I stand here just as a sort of interpreter of the United States— 
yetting the American people to see that all the help which they have 
offered Europe and the rest of the world since the war has really been 
nelp of a charity. kind. They must also see that it will continue to be 
sharity until the rest of the world, as Mackay says, organizes itself as big 
erritorial units able to stand on their own feet and, as Amery says, able 
(0 supply much more of their own goods and services to themselves. 

Such an arrangement, of course, means discrimination. It means pref- 
erence. It means that the United States cannot say, “In order that we 
should not help the rest of the world, will you please stand on your own 
feet?” It means that, if we stand on our own feet, we have got to be pre- 
pared to prefer each other’s goods rather than American goods. 


Mr. Mackay: Let us take an example. One of the OEC reports says 
that Europe in two years’ time could be free of importing bread grains 
from the Western Hemisphere by an increase of 17 per cent in European 
production. Such an increase, it says—and I am just taking the experts’ 
report—is feasible. If that is so, that throws an economic problem back 
onto the people of the North American continent. 
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—_ 


Mr. Hutton: Certainly. 


Mr. Mackay: But they have asked us to do this. The Foreign Assist-| | 
ance Act recites, in effect, that “we have become prosperous in the United | 
States because we have come together. We hope that you will do the 
same in Europe.” In effect, that is what it says. | 


Mr. Hutron: But what happens to the farmers of Canada and the 
wheat farmers of the United States in that case? 


Mr. Mackay: Well, this is their problem in the first place—but it must 
be faced. Of course, I take the view that there are so many people in| 
different parts of the world who want food and other things that the old ' 
argument of poverty amid plenty was rubbish. We have never had | 
plenty. We do not have it yet. : 


Mr. Hutton: No. 


Mr. Mackay: Therefore, I take the view that we can organize these | 
solutions to the situation if we only go to it properly. 


Mr. Nicotson: I do not know if any United States listeners have | 
derived any instruction and illumination from what we have been talk- 
ing about. But I think that they do have this: I think that they must have 
seen, first, that here are four British citizens, all with different experi- 
ence, who all realize the difficulties, who realize what an awful position | 
we are in. We wish to get our economic freedom back, and we are think- 
ing very seriously of various ways of doing it. These four British citizens 
think that there are certain ways in which it can be done. 

What I do hope the American listener will realize is that we are in a 
most frightfully difficult position. We stand in a most unique situation, 
being at once the center of a commonwealth, the leader of a sterling area, 
and, in the third place, the sort of spokesman of Europe, if I may say so, 
to the United States. (And generally the whipping boy of the United 
States; but we do not mind that at all—we are so very used to that.) 
Therefore, I do hope that, in judging British policy, the American pub- 
lic will realize first that we are trying very hard to stand on our own 
feet and thinking very hard and, in the second place, that, however 
much we may talk about wishing to get our independence, we know 
jolly well that without American moral and financial support, but 
above all, moral support, we cannot do anything at all. 


Mr. Suarp: We have been listening to a discussion of the British situa- 
tion by four Englishmen prominent in British public life. For a critical 
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examination of the British position in the recent devaluation, I now turn 
to Aaron Director of the University of Chicago. 

_ Director, you are just back from Europe and England, where you 
talked with economists and people of all sorts. Are the British really in 
“an awful position,” “a most frightfully difficult position,” as Mr. Nicol- 
son says? 


Mr. Drector: The British have talked so long about being in an 
“awful” and in a “frightful” position that, I regret to say, I think that 
they have now come to believe it. However, I think that there is really 
nothing at all to that belief. I think that with the resources at her disposal 
Britain can now have as large an income as she had before the war. I think 
that, with Marshall Plan aid, she has certainly had as large an income as 
she had before the war. 

I think that it could also be said that the poorer sections of the British 
community are probably better off than they were before the war. This is 
true especially if we accept the view that people are happy when they 
are made to do what is good for them. I think that it should also be said 
that the British middle classes are undoubtedly not so well off as they 
were before the war. There are two reasons for this. The program of 
equalization through taxation has been carried to a point which has de- 
prived the English middle classes of a substantial part of their income. 
Secondly, I think that their complaint is that they are not now free to 
dispose of even the income which they do have left as they wish. 


Mr. Suarp: Is. there anything at all wrong with the situation in 
England? 


Mr. Drecrtor: I think that the only thing wrong with the situation in 
England is the social-economic system which they have been using since 
the war to solve the so-called “problems” they have made for themselves. 


Mr. Suarp: We did not hear much about devaluation from this Eng- 
lish discussion. Why did the British devalue their currency if there is 
nothing wrong? 

Mr. Director: The British devaluation arises from the difficulties in 
Britain’s international balance of payments. She had to find some way of 
transferring a portion of her output—that is, depriving her people of a 
portion of her output. There are only two sources from which that por- 
tion can come, It can come from the wages of the workers, or it can come 
from certain expenditures made by the government. Now, in the past 
they have tried to remedy her unbalanced trade by so-called “plan- 
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ning”—that is, by ordering people to import less and by exhorting them. 

to export more. With devaluation, however, they have taken the proper | 
step of utilizing the incentives of price mechanism to encourage British 
exports and at the same time to limit imports into Great Britain. | 


Mr. Suarp: Just what was devaluation? Is there any simple way of | 
describing it? 

Mr. Dimecror: I think that devaluation can be described very simply. 
As long as prices in the United States of British goods remain un- | 
changed, British exporters now, after devaluation, find it profitable to. 
export more because they get more pounds at the same dollar prices. 
That means that they will send more to the United States. That means, | 
of course, that the price will fall somewhat more, and that, in turn, means { 
that the United States will buy somewhat more. At the same time, on 
the other hand, the rise of English prices will deprive Englishmen of a 
certain portion of the English output. 


Mr. Suarp: Could the British have achieved the same result in some 
other way? 


Mr. Direcror: They certainly could have achieved the same result in a 
more direct way. They could have taken steps, through collective bar- 
gaining or other mechanisms, to reduce the wages of their workers. At _ 
the same time, they could have taken steps to reduce the expenditures of 
their government. 


Mr. Suarp: People are very anxious about devaluation on various 
grounds. Why were people afraid of devaluation? 


Mr. Drrecror: I think that, aside from the fact that there seems to be a 
kind of notion that it is humiliating to devalue, the English are afraid 
that devaluation will be largely offset by a future rise in the wages of 
English workers. It is feared that they will in fact consume just as much 
as they consumed before and that the government will spend just as 
much as it spent before. In that case, therefore, devaluation will not have 
performed its task. 


Mr. Suare: We do not know yet, I suppose, whether it is going to 
work out this way, or whether it is going to work out some other way. 


Mr. Dmecror: We do not know. But, on the other hand, the situation 
is largely in the hands of the British government, because it is not enough 
for workers to demand increases in wages. If that were the case, the 
workers would by now be getting all there is to be gotten. The only way 
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in which workers can get an increase in wages is if the government pro- 
motes the monetary conditions which make an increase possible. Of 
course, if it does not promote the monetary conditions, even though 
there is pressure for an increase in English wages, there will be a tend- 
ency for unemployment, which will also work in the direction of 
balancing the international account. 


Mr. Suarp: Do you think that devaluation was the best solution of 
Britain’s immediate problems? 


Mr. Dmecror: No, I think that I would have preferred that the British 
had left their exchange rates free to fluctuate from day to day and week 
to week and month to month. Instead, they relied on a single decision by 
the Chancellor of the Exchequer, who obviously can have no idea of 
what the right rate of exchange ought to be. 


Mr. Suarp: The participants in the British discussion paid particular 
attention to the long-run situation. Is Britain in trouble in the long run? 
Trade has been out of balance for many years and is out of balance now. 
Is it likely to be out of balance indefinitely ? 


Mr. Direcror: British trade will surely remain out of balance as long 
as England pursues the policies she has been pursuing since the war. 
But there is really no reason why British trade should remain out of 
balance if England were to reverse her policy. 


Mk. Suarp: The British are making payments on account of debts to 
India. They have heavy financial commitments around the world. How 
about that—can they afford to pay on their debts to India? 


Mr. Director: Well, that is a strange question. Of course they can 
afford to pay their debts to India if they will give up something else. 
But they cannot have something else and have payments to India at the 
same time. 


Mr. Suarp: You say that the workers are well off but that the middle 
class is being pressed. There is a high level of exports now—in fact, 
record levels of exports these last years. There is some political embar- 
rassment about the balance of payments. Is this what is meant by a 
“frightfully difficult position”? 


Mr. Director: Either that is meant or else it is the result of a com- 
parison between the position of England and the position of other 
countries. 
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Mr. SHarp: Do you nin ve these. Englishmen are saying that the 
British are poor? 


Mr. Director: That is what they are certainly saying. 


Mr. Suarp: Is Great Britain poor in comparison with Britain in 1900, 
say, or 1918? 


Mr. Director: I think that there can be no doubt that Britain is now, 
substantially better off that she was in 1900 or in 1918. 


Mr. Suarp: Is Great Britain poor in comparison with other pitas 


Mr. Dmecror: Well, it is true that Britain is poor in comparison with 
some, such as the United States and Canada. But she is certainly well off 
in comparison with some other countries, such as France and Italy. 


Mr. Suarp: Britain is well off generally, you would say, in comparison 
with other European countries? 


Mr. Director: In comparison with most European countries, yes. 


Mr. Suarp: Then what these participants in the broadcast are looking 
at is the wealth of the United States. Now, it is true that Great Britain 
is poor in comparison with the United States, I suppose. 


Mr. Dmecror: It is true that Britain is not so well off as the United 
States. But that has been true for a considerable period of time. 


Mr. Sarr: How prosperous is Great Britain in comparison with her 
possibilities ? r 


Mr. Drrecror: I would say that England is not now getting the best 
out of her resources, because, as I said before, she is using a mechanism 
which is not conducive to getting the best out of its resources. 


Mr. Suarp: Then, if I understand you correctly, you say that the 
Ages with the British is the same thing which is the trouble with all of 

s. We are not, most of us, as rich as others—we are not so rich as we 
sould like to be—we are perlaDs not so rich as we could be. That is all 
it boils down to. 


Mr. Drecror: That, it seems to me, is all it boils down to, as far as 
the “awful” English condition is concerned. 


Mr. Suarp: The British problem, then, is the problem for all of us— 
how to get richer. The British participants think that they find the 
answer to that problem in the experience of the United States. Do you 
think that that is true? . 
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Maz. Direcror: Well, as you know, it is very difficult to learn from the 
experience of countries, but I am sure that you cannot learn anything if 
you do not look for the right things. It seems to me pretty obvious that 
the British participants did not look at the right things. 


Mr. Suarp: Why do you say that? 


Mr. Director: Because they took a look and saw that this country was 
a big country, and... 


Mr. Suarp: That is true. 


Mr. Director: It is true, but then, of course, the British Empire is a _ 
pretty big area. In fact, it is probably as big as the United States. They 
took a look at our resources, and they said, “Ah! America has a lot of 
resources.” But of course it is equally true that the British Empire has a 
lot of resources with which to work. 


Mr. Suarp: Well, we do have this territory and these resources. I my- 
self had always supposed that that had something to do with our wealth. 


Mk. Director: I think that the importance of the territory is only that 
it enables us to have a large area of free trade—an item which the English 
can have for themselves if they only wish. 


Mr. Suarp: Of course, the territory was here when the Indians were. 


Mr. Direcror: The territory was here when the Indians were here, 
the resources were here when the Indians were here, but one would 
hardly say that this was a great economic country in that period. 


Mr. Suarp: Of course, there was no tariff then. 
Mr. Dmecror: No, there was no tariff, and there was not anything 


else. 


Mr. Suarp: The British say that we have benefited greatly by our tariff 
policy, that our productive capacity has been stimulated by wars and then 
protected by tariffs. Is that not true? 


Mr. Drrecror: It certainly is not true. It certainly is not what English 
economists used to teach the English economists. I think that the only 
thing which can be said is that this country would have been a much 
richer country if it had not had a tariff, instead of saying that it was 
richer as a result of the tariff. 


Mr. Suare: The British did pretty well without a tariff in the nine- 
teenth century, as I remember it. © 
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Mr. Direcror: Again without a tariff, right. : \ 
Mr. Suarp: That was also without our particular configuration or set 
of resources. 

It is strange, is it not, that all the English participants seemed to agree | 
on good old-fashioned McKinley-Coolidge-Hoover high-tariff protec- | 
tion. Will that help British prosperity? | 

Mr. Drrecror: If it has not helped American prosperity, it certainly | 
could not help British prosperity. 


Mr. Suarp: What will it do for peace? 


Mr. Director: That I would rather that you discussed, Sharp, insceadl 
of asking me to discuss it. ; 

Mr. Suarp: A British tariff would seem aimed against the United 
States and Russia and would not, presumably, be very conducive to peace ~ 
either. 

We have disposed of devaluation and of these tariff proposals, We 
would like to hear the British answer to our arguments, of course, but we 
over here seem to be in agreement. But the United States still is giving 
financial aid to the British, are we not? ee 


Mr. Director: We certainly are. 
Mr. SHarp: Why do we do this? 


‘Mr. Director: Well, it is hard to say why we give financial aid to 
Britain. 


Mr. Suarp: What do we pay oe with it? 
Mr. Director: It pays for food, it pays for... 


Mr. Suarp: Of course you cannot set our financial aid against any ‘one 
item in the British economy. It goes into a general pot and comes out for 
these different items, food, capital expansion ... 


Mr. Direcror: Public roads is one item. 


Mr. Suarp:... payments to India. How about military expenditures? 
Is it not our turn to help the British with their military expenditures, on 
the ground they have oe as the protector of the Western world for 
many years? 


Mr. Director: But I would not know how to decide what portion of 
the total world military expenditure is to be incurred by the United States 
and what portion is to be incurred by Britain. 
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I really do not know how to allocate British expenditures satisfactorily. 
It is almost impossible to set out the principles on which governments 
should distribute goods and services. The underlying basis of the United 
States’ financial assistance program to Britain was to facilitate the tran- 
sition to a period when such aid was no longer necessary. In this respect 
there has been complete failure. The recent crisis, which led to devalu- 
ation, showed that England could not balance her accounts with the 
United States and Canada even with the aid program. 

I know that it is now out of fashion for people who merely provide the 
economic means for any economic venture to dictate the terms on which 
the venture is to be conducted. But the only justification for Americans 
paying taxes in order to help Britain is if Britain would, in fact, adopt 
measures which will minimize the need for such help. It would be worth 
talking about aid to Britain if at the same time—and not in the distant 
future—Britain would remove from its empty clothes closets the market 
mechanism which once made her great and which can again get the 
largest income from her available resources; if she would use the disci- 
pline of the market to determine what shall be produced, what shall be 
exported, and what shall be imported, instead of relying on authority 
delegated to private trade associations, government officials, and on 
weekly sermons by members of the Cabinet; if she would arrange her 
affairs on the level of government expenditures, so that the general level 
of prices can be maintained without price control, rationing, and allo- 
cation of materials; if she would restore to consumers freedom of choice 
in disposing of their incomes; if she would limit her equalitarian pro- 
gram of taxes and social services to the point which leaves substantial 
incentives for all producers to increase their income; if she would 
abandon her bilateral trade arrangements so that her traders again have 
an interest in buying in the cheapest markets; if she would adopt the 
system of free exchange rates to keep her economy in balanced relation 
to the rest of the world, instead of relying on periodic crises and on un- 
scheduled announcements from the Chancellor of the Exchequer. 

Freedom in the world system depends, I realize, not only upon 
England but upon the behavior of the rest of the world. England is now 
the chief obstacle to the creation of such a system, and, if she resumed her 
ancient role, she would be in a superb position to challenge the oldest 
form of American collectivism, by removal of the protective tariff. 


WHY DEVALUATION? 


Selections from the Text of the Speech by Sir Stafford Cripps 
Chancellor of the Exchequer, Delivered in the House of 
Commons, September 27, 1949* 


| 
| 
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WE WERE ina very grave situation before 18th September—and we are _ 
still in a very grave situation. The difference is that now, for a period of 
time, we have a better chance of emerging from our difficulties than we | 
had before the alteration was made, provided we take the right action. — 
We must make it abundantly clear to our people that what we all do now — 
is of supreme importance, and will, in fact, determine whether the altera- | 
tion of the exchange rate is a futile and dangerous gesture or the hopeful ~ 
beginning of a new era of stability for sterling, during which we can | 
gradually reach an equilibrium in trade between the dollar and sterling — 
areas... 

The Government has been under no illusion whatever as to the 
gravity of the decision they were taking, nor did they underestimate the 
effect it would have upon the life and livelihood of the people at many 
points. We appreciated also that it was bound to have an impact upon 
practically every other national economy throughout the world, and our 
anticipations as to the effect upon other currencies have turned out to be 
very near the truth.... 

I must now go into a little more detail as to our reasons for what may 
appear to some as a rapid and perhaps unjustified change of policy. I need 
not again elaborate the facts that I placed before the House in July last as 
to the rapid diminution of our gold and dollar reserves. That has con- 
tinued, as I then foretold it would, and, at the beginning of next month, 
we shall be publishing, as usual, the figures for the third quarter, which 
are unlikely to show any substantial change in trend. Let me just re- 
capitulate the figures. First quarter of 1948: a gold and dollar deficit of 
£147,000,000, falling to £82,000,000 in the first quarter of 1949. The figure 
for the second quarter of 1949 was however £157,000,000 higher than a 
year earlier, so all our progress towards bridging the gap had been wiped 
out. This was in great part due to a reduction in the income of the whole 
Sterling Area from sales to North America. American and Canadian 
prices, which had risen more rapidly than ours after the war, were falling 
more rapidly than ours, with the result that Sterling Area sales were fall- 
ing off. At first we still hoped to reverse this tendency by a greater sales 
effort and a further increase in productivity. But the July results were 
disappointing and the evidence as to sales and forward orders at the end 


* Reprinted from the official text, released by the British Information Service. 
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of August showed a continuing decline. The hopes of a revival of our 
export trade were not being realised and in the meanwhile our reserves 
were being further depleted. 

There was another factor of great importance. In the spring of this year 
an attack had been launched upon the exchange rate of sterling, and this 
attack had been developed through the summer. As a result, people began 
to doubt the rate and to speculate as to the likelihood of its being changed 
and as a result business of all kinds fell off. Buyers postponed ordering 
goods, and, where possible, postponed payment in the hope of a more 
favourable rate of exchange. North American holders in fact transferred 
into dollars as much sterling as they could as quickly as they could. These 
were factors which led to the increased drain on our reserves in the second 
quarter of the year, and that increased drain itself accentuated the tend- 
ency to regard sterling as over-valued. 

There was some improvement in the situation as the result of the Lon- 
don talks with Mr. Snyder and Mr. Abbott, and the Commonwealth talks 
which followed them, but it was not so marked as to deprive this element 
in the situation of its importance. It remained a dangerous factor of in- 
stability, which at any moment might flare up again and become serious 
in its effect. Finally, there was a progressive increase in the volume of 
overseas transactions in ‘black market’ or ‘cheap’ sterling, which had 
spasmodically and seriously interfered with our dollar earnings. These 
dealings had the common feature that some goods in demand in North 
America and originating in the Sterling Area were used as a means of 
converting sterling into dollars at a rate of exchange below, and in some 
cases considerably below, the official rate of exchange. We had long been 
actively countering these attempts, and had done a good deal towards 
stopping this kind of traffic, but the lack of confidence in the sterling- 
dollar rate of exchange provided fresh encouragement to this most un- 
desirable trade, We had to take some effective step to stop it. 

It was after reviewing all these points and many others, including, of 
course, the effect upon our own standards of living, that we came to the 
conclusion that the developing situation demanded a change of policy 
and once we were convinced of the necessity we did not hesitate to change 
our policy and act in a sense directly contrary to that we had announced 
in July. 

_ We had exhausted the immediate possibilities of cutting down our 
dollar imports. There was nothing further that we could do in that direc- 
tion without breaking our existing contracts and creating grave unem- 
ployment. We had to take some immediate step that would enable us, 
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before our reserves ran out, to increase the total of our dollar earnings by 
recreating confidence in the sterling-dollar exchange rate and by makin, 
it clear that there was no gain to be derived from waiting for it to fall.’ 
That could only be done by a reduction in the rate of exchange. We had, 
of course, also to decide what new rate we would fix, and I judge from the 
comment both in this country and all over the world that the rate we fixed 
was lower than most people expected. Our first consideration was wheth- 
er to adopt a fixed or, as it is called, a floating rate, that is a varying rate 
which would be allowed to find its own level. We had no hesitation in 
deciding that a floating rate would be impracticable. The general argu- 
ment in favour, as I understand it, is that such a rate of exchange can act’ 
as a sort of shock-absorber to protect the internal economy of the country 
from inconvenient adjustments resulting from strains and stresses in our 
overseas balance of payments. However much there may be in such 
reasoning—and I think it is greatly exaggerated—I am sure that the argu- 
ments against are quite conclusive. There is a most pressing need today to 
encourage and expand world trade and for that purpose some degree of 
stability in exchange rates is essential. Owing to the pre-eminent position 
of the pound sterling as a carrier of trade amongst non-dollar countries, 
it is necessary, especially after a very large change, such as was made last 
week, that the pound should set an example of stability so as to provide a 
firm anchorage for a large number of non-dollar currencies. Even from 
the point of view of our own exporters, uncertainties, not as to small mar- 
gins, but of considerable dimensions in relation to every other currency in 
the world, would be most unsettling and would damage our drive for 
exports. It would be another complication tending to throw our goods or 
to the home market. Similarly, the cost of our imports would be subject tc 
speculative influences, and hence our cost of living, and this would plac 
us in a very difficult position as regards wage and price stability. First 0: 
all let me say that, if by a ‘floating rate’ its sponsors mean to imply that al 
our exchange and import controls should be taken off and the pounc 
allowed to find its own level, we could not think of such a course. It woul 
have consequences for our whole economy and social structure which ar 
quite impossible to contemplate. The only question we considered wa 
whether the pound should be left to find its own level within the limite 
range of transactions which are at present permitted over the exchange: 
Even on this narrower basis we decided that a floating rate would b 
impracticable. It would, further, be quite impracticable to leave the rat 
wholly free and to disinterest ourselves in its changes. Apart from rele 
tively slow adjustments resulting from the basic strength or weakness c 
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"Without further elaboration of the arguments, | hope I have said 
enough to convince the House that a floating rate was not practicable in 
sting circumstances. We therefore decided to have a fixed rate. There 
a clearly two limits to be observed in fixing such a rate, First, it must 
got be lower than was necessary to achieve our objectives, and, second, 
it must be low enough to be capable of being held, and to make it quite 


@bvious to all the world that there would be no second alteration. In arriv- ~ 


ing at the figure we had to examine the competitive level of prices for our 


Hmports into the dollar countries, and other countries where we com: 


peted with dollar goods, of the rate at which ‘cheap’ sterling was in fact 
being dealt in in various countries and markets, and the general expecta- 
fion of the rate that was likely to be fixed if and when we made an altera- 
fon. We came to the conclusion that if we were to provide the substantial 
ind ‘unmistakable new incentive for our exporters, which would place 
hem in a fairly competitive position in the North American markets, we 
Bust go at very least as low as three dollars to the pound sterling and 
wobably lower. So far as cheap sterling transactions were concerned, 
here was already evidence of a number at below three dollars to the 
ound. It will not probably be possible to eliminate such transactions 
wholly as long as there is an acute dollar shortage in the world, but it was 
‘ould be necessary to go well below the three dollar rate. | 
Finally it was necessary to make it absolutely plain that this was not a 


lear that if a substantial stop was to be put on this very damaging trafieit 
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ntative first step but a final and completed operation. We had to con- Re 
ince the world and our own people that we had without doubt gone far ~ ie 
eae was for all these reasons that we fixed the rate at $2.80 tothe 


ind—that is a 30 percent reduction in value of the pound sterling, The ee 
ral adjustment that has followed our change is as I have said roughly: 
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